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ABSTRACT 
During the eighties, Hong Kong's manufacturing 
industry underwent vast structural changes while its share 
of GDP decreased and the number of workers it employed 
declined both: absolutely and relatively. Domestic export 
of industrial output was overtaken by re-export in 1988, 
as Hong Kong began to reassert its traditional role as an 
entreport for China. This development was encouraged by 
the open door policy of China which attracted Hong Kong 
manufacturers in their search for low-cost. location for 
their plants. This transplant movement into China on the 
part of Hong Kong manufacturers (joined in the past two 
years by a similar movement from Taiwan) is most likely to 
continue in the future, providing further foundation for 
expanding re-exports for Hong Kong, both to and from 
China. 
This study is to investigate the statistically 
changes in the salient features of Hong Kong's 
manufacturing industries during 1979-88 in response to 
economic forces both internal and external to Hong Kong. 
The study concludes with discussions of the challenges 
facing the territory's industries and appropriate 
strategies. for the task. 
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Starting from 1960, Hong Kong'~ economy grew very 
rapidly. Up to 1980, the average annual growth rate of 
real GDP and the domestic export was 9.7% and 10.8% 
respectively. This remarkable economic success makes Hong 
Kong together with Singapore, Taiwan and South Korea, the 
"Four Little ·Dragons of Asia" which attracted many 
economists to study their economic development to try to 
devise a development model for the other . less developed 
countries. 
Development stages of developing countries 
In their studies, R.B. Chenery, G. Ranis and Edward 
Chen(1989) have suggested a four stage pattern of 
industrial development for the developing countries partly 
based on the experiences of the Asian NIEs (Newly 
. Industrialised Economies). The four stages are import 
substitution phase 1 (IS1), import substitution phase 11 
(IS2), export Qriented phase I (EOl), export oriented 
phase (E02). In IS1, the country starts industrialisation 
to pro~uce import-substituting type of labour intensive 
and light consumer goods. When the production exceeds 
local demand~ the excess is exported and EOl is started. 
1 
IS2 follows later to produce import-substituting type of 
intermediate and capital goods. In E02, consumer durables 
and capital goods are exported. There are fundamental 
differences between EOl and E02. E01 emphasises export of 
labor-intensive light manufactured products. Growth is 
largely demand determined and sustained by rapid 
adaptations of products and techniques. ~ in E02, 
capital/technology/skill/knowledge intensive light and 
heavy manufactured products are exported. Growth is 
substantially supply determined and is sustained by rapid 
transformation of technologies and industries. It shows 
that countries have to undergo certain structural change 
in order to sustain its industrial growth. 
Development of Hong Kong manufacturing industries 
Hong kong showed quite distinct features from the 
above development model, it did not pass through the 
import substitution stage (both IS1 and IS2). The economy 
of Hong Kong was, from the start, characterised by its 
export-orientation which at the same time promoted the 
development of business and service sector. The 
manufacturing sector presently contributes a little less 
than 30% of the colony's GDP. This percentage was much 
higher in the sixties and seventies (nearly 40% in 1965)~ 




"Asian Little Dragons" in that the domestic market is 
small and very limited. Nearly 95% of the domestic output 
which are light and labor intensive consumer products are 
exported. Based on the classification by Sit (1988) The 
industrial ~evelopment of Hong Kong can be divided into 
five stages before 1980: 
1. Reconstruction after the war (1947-51) 
After the Second World War, Hong Kong was basically 
involved in entrepot trade with an average 35% annual 
growth in th~ period. The major re-export market was the 
surrounding Asian countries which accourited for 65% of its 
re-export. 
2. Transition (51-59) 
Shortly after the civil war in China. There was 
tension and hostility between East and West because of 
different political ideology. The U.N. embargo on trade 
with China when Korean war was broken out and China's 
reluctance to demand goods from West reduced drastically 
the role of Hong Kong as an entrepot' of China. Then, Hong 
Kong ran into a major recession in this period and was 
forced to look fo~ new sources of growth to sustain its 
economy. This was the first time that Hong 'Kong 
re~tructured its economy after the war~ 
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3. Industrialisation (1954-62) 
Starting from 1954, when the Mainland entrepreneurs 
carried with them capital and large amount of refugees 
fled from , China provided the necessary production factors 
for Hong ~ong to establish its industry. Hong Kong then 
entered a new phase of growth through industrialisation. 
At this time, Textiles was the major industry and Clothing 
was the second. The annual growth rate of domestic export 
was 8% in this period. The major export market were U.S.A. 
(17%) and U.K. (21%). The high growth was brought by the 
booming of U.S. market and the new Commonwealth 
Preferential Tariff system that benefited export to U.K. 
4. Industrial take-off (1962-70) 
The rapid growth was signified by the huge 
increase of industrial exports which reached HK$ 15.2 
billion in 1970. the average annual growth rate was 15%, 
in real term. The successes in the quota agreement with 
U.S in 1962 and U.K. in 1968 improved and ' assured Hong 
Kong's prosp~cts fo~ exporting into these major markets. 
Besides, the re-investment and modernisation of the 
Textil~s sector and a deepened vertical integration and 
development of the Textiles and Clothing section 




over Textiles as the largest export item and U.S.A. became 
the iargest export market of which the ma~ket share 
increased from 26% to 42%. The export oriented nature of 
these· industries boomed up Hong Kong's economy. The annual 
growth rate of GDP was 10%, in real term in this period. 
5. Industrial Diversification (1970 - 81) 
The growth of Textiles and Clothing were 
restricted by the increasing protectionism evidenced by 
the quota arrangement in late 70s and the low cost 
competition from other NICs. To sustain the growth, Hong 
Kong was again under a second time of restructuring of its 
manufacturing industries. Hong Kong manufacturers were 
forced to diversify its products and the export markets. 
It was done in two ways, firstly, new kind of industries 
were introdueed and developed . . Toys and Electronics grew 
in significance whereas the degree of predominance of 
Clothing declined. Secondly, to vitalise ·the Textiles and 
Clothing sector, there was a movement to high priced and 
higher quality product as well as a greater range of 
fabrics were used. Manufacturing grew substantially with 
. an annual rate of 9% in real term. At the same time, the 
growth of finance and business sector led Hong Kong's 
emerg~nce as the world's third largest financial center. 





because of the China's open door policy and encouraged by 
the relaxation of u.s trade embargo following the Nixon 
visit to Chin~ in 1972. 
Factors of success· 
The success of Hong Kong's manufacturing industry 
before 80s was due to the following internal and external 
factors: 
1. Internal factors 
a. Large amount of refugees from Mainland China 
provide a large reservoir of cheap labour. ' it made the 
labour intensive industry possible. 
b. Entrepreneurs and capitals from China fled to 
Hong Kong. They were great help to the setting up of the 
industries immediate after Second World War. 
c. Good infrastructure was ~rovided by Hong Kong 
government, it included good communication, port 
facilities, educated labors which were essential for 
international trade and export. 
0' 
. 
d. According to the statistics in fig. 1.1 up to 
1981, around 90% of the Hong Kong manufacturing 
establish~ents were of small size (ie. the number of 
person engaged less than 50). -
Year 1-49 50-500 over 500 
------ ---------
1951 79.70% 19.00% 1.40% 
1955 82.40% 16.30% 1.30% 
1961 78.60% 13.20% .90% 
1965 81.80% 17.10% 1.10% 
1971 88.50% 10.60% ~60% 
1975 92.20% 7.40% .40% 
1981 92.50% 7.40% .30% 
FIg. 1. 1 Percentage of establishment b:y: emnlo:y:ment size 
1951-81 
Source: '~eports of Employment, vacancies and Payroll 
statistics", Census and Statistics Department 
This simple structure provided flexibility and 
resilience to the industry that the firms could response 
quickly to adapt to outside change. Even in recession, 
they could still get some small, short and rush orders 
from overseas. Thus, the survivability of the firms was 
increased. It explained that in 70s, after a drop of GDP 
in recession~ the growth soared tremendously when the 
foreign econQmywas recovered, as an example, in 1974 & 
75, due to oil crisis, the growth rate of H.K. dropped to 
2.2 and 0.2% respectively but it jumped back to 17.1% and 




e. The non-interventionist policy of the government 
gave the entrepreneurs high degree of autonomy and put 
them to evolve under the free market forces. Firms were 
forced to be more competitive in order to survive. As 
depicted by Sung(1988), Hong Kong showed a successful 
application of neoclassical ec?nomic principle after the 
Keynesian re~olution. 
2. External factors 
a. Hong Kong was the first in Asia . to adopt a 
export-oriented strategy which benefited tremendously from 
the economic boom and relatively open markets of the 
devel6ped countries in 60s and 70s. 
h. In early 60s, there were fewer trade restraints, 
instead, trade preferences were given to the less 
developed countries. 
Purpose of study 
In the eighties, Hong Kong faced a difficult period 







Growth GDP per Growth 
Year GDP rate capita rate 
, ---- ------
1979 123642 11.70% 25081 5.70% 
1980 137081 10.87% 27075 7.95% 
1981 149987 9.41% 28936 6.87% 
1982 154512 3.02% 29350 1.43% 
1983 164550 6.50% 30785 . 4.89% 
1984 : 180149 9.48% 33374 8.41% 
1985 179946 -.11% 32980 -1.18% 
1986 201350 11.89% 36393 10.35% 
1987 229421 13.94% 40870 12.30% 
· 1988 245919 7.19% 43286 5.91% 
1989 252099 2.51% 43757 1.09% 
(Value in HK$ million) 
Fig. 1~2 Gross Domestic nroduct {GDP) ~t constant {1980} 
prices and GDP capita, 1979-1989 
Sourqe: "Estimates of Gross Domestic Product 1966 to 
1989", Census & Statistics Department 
From figure 1.2, the growth of 79-81 continued the high 
growth rate of late 70s. Decline was registered in real 
terms in 1982 (3%) and 1985 (-0.11%), 1985 was especially 
the bad year of negative growth rate, which Hong Kong 
never had after the Second World War. Fortunately, the 
growth rose up immediately after these years which again 
demonstrated the flexibility and resilience of Hong Kong 
economy, but its magnitude of rebound was not so great as 
in 70s (6.5% in 83 and 11.9% in 86). As a whole the 
average annual growth rate in 80s was 7.4% while it was 
9.4% ' in 70s. Moreover, the latest statistics after 1988 
revealed that Hong Kong consecutively got a three years of 
low ' growth rate and under high inflation rate (around 2-3% 
growth rate and 9-10% inflation rate) which was rather 
special in the postwar history of Hong Kong economy and it 
seemed that Hong Kong would enter a period of low growth 
in 90s. 
The reasons for the relatively low growth rate in 80s 
were mani. At least, some of the f~ctorsof success 
mentioned previously were slowly faded out. Internally, in 
late 80s, Hong Kong had a labor shortage problem, the 
labor w~ge soared which made Hong Kong less competitive 
with other low cost East Asian NIEs, the political crisis 
of 1997 created brain drain and emigration of capitals. 
The small sizes of establishments prevented the firms to 
invest heavily to upgrade their technologies. As 1997 is 
drawing near, China government seems to increase its 
concern on Hong Kong's economy, it is more or less 
undermined the non-interventionist policy of Hong Kong 
Government. E~ternally, the trade bloc and protectionism 
in various forms such as quota restriction, existed in 
major export markets like U.S.A. & ECC countries. The 
world economic recession and the increased competition 
from South Korea and Taiwan had led to a slacken pace of 
growth in Hong Kong. Meanwhile, the open door policy of 
China and the establishment of SEZ (Special Economic Zone) 
lured Hong Kong and overseas to invest in China. it was a 
fact that Hong Kong was again forced into a transition 
period to restructure its industry to cope with the 




research is to study the performance of manufacturing 
industries in the period 79-88 and to identify problems 
ahead HK manufacturers in the restructuring process so as 




OBJECTIVES AND METHODOLOGY 
Objectives of study 
The objectives of the study are: 
1. To collect and organise the general Hong Kong 
statistics such as domestic export, gross output, value 
added, number of establishment and employment etc. 
2. To analyses the collected statistics to evaluate the 
performance of the manufacturing sector and its major 
industries. 
3. To collect and analyses the data of outward processing 
activities in China. 
4. To identify the problems faced by manufacturing 
industries and to make suggestion and recommendation on 




Method of study 
The research is basically to collect the statistical 
data and to organize data in charts and tables, In some 
cases, percentage and ratio between different data are 
calculated and compared to facilitate the analysis. Also, 
the changes of data over time and its rate of growth are 
examined to highlight the feature and identify the trend 
of the . data. Sometimes, data of selected year are taken 
out for comparison. 
Quantitatively, the Census & Statistics- Department of 
HK Government keeps a good record of general statistics of 
Hong ~ong. Raw data relevant to this study can be 
extracted from the publications of the department. Two 
approaches are adopted to analysis the data, one approach 
i~ to study the change of the manufacturing sector over 
time as comp~red with other economic sectors. The other 
approach is to study the changes of the industries within 
the manufacturing sector. 
Qualitatively, some literatures, research findings, 
speeches by professionals, scholars, research institute 
and government officials are used as an reference for the 






Scope of study 
The research is confined to the performance of the 
manufacturing, industries between 1979 and 1988. The 
manufacturirig, sector are broken down into 15 branches of ' 
industries (See Appendix A & B for the , break down and the 
overlapping coverage of some industries). Concisely, only 
the top six industries of the highest domestic export 
value, are sel'ected in case when comparison and analysis 
are made across the manufacturing sector. Throughout the 
eighties, Clothing, Electronics, Watches & Clocks, 
Textiles, Plastics and Toys altogether contributed nearly 
80% of total domestic export {in 1987, these six 
industries accounted for 70.5% value added and 76.'4% of 
gross output of the whole industries}. Therefore, without 
considering other branches of industry in the analysis do 
not seriously distort the general picture of the 
manufacturing sector. Further breakdown of these 
industries were not covered in this study. Also the study 
did not go into , the technical aspects of the industries. 
On the other hand, the following economic sectors were 
used to compare with the performance of the manufacturing 
sector: 
1. Wholesale, retail and import/export trades, 
hotels ,& restaurants. 
{ 
2. Transport, storage and communication. 
3. Financing, real estate and business services. 
4. Construction. 
This research was not int~nded to be a full study and 
was therefore of limited scope. Quantitatively, only the 
followin_ statistical data are collected and investigated 
in the study: 
a. Figllres of export (domestic export and re-export) 
b. : Contribution to GDP by different economic 
sectors. 
c. Labor employment by different economic sectors. 
d. Compensation of employees by different economic 
sectors. 
e. Number of establishments and number of person 
engaged in manufacturing industries. 
f. Gross output, value added of economic sectors. 
g. Gross output, value added of manufacturing 
industries. 
h. Export market structure of manufacturing 
industries. 
i. Production cost of the manufacturing industries. 
j. Outward processing trade in China. 





All the data required in this study were obtained in 
the publications of the Census and Statistics Department 
or from' other publications containing such compilation of 
data. All such publications could be readily obtained in 
the university libraries. Some of these data were 
regrou~~d into different tables where simple calculation 
of addition, ~ubtraction, multiplication and division were 
involved. Som~ figures in these tables may not add up to 
the ~espective totals because of the rounding error. 
Source of data 
The following are the principal sources of information 
used in the study: 
a. The number of establishments, number of person 
engaged in Hong Kong manufacturing industries and the 
employment by major economic sectors: 
16 
These data were· obtained from the reports of 
employment, vacancies and payroll statistics by the Census 
& Statistics Department. These reports were compiled on 
the basis of quarterly surveys. 
b. Total export and export market ,structure: 
.,' 
I 
Data were obtained from the trade statistics 
published by Census and Statistics Department. 
c. Value added, gross output, production costs, gross 
addition to fixed assets of the manufacturing industries: 
Data were obtained from the annual Survey of 
Industrial Production by Census and Statistics Department. 
d. Figures of outward processing trade in Mainland 
China 
Census dep~rtment started to take survey on this 
activity in 1989. The estimates from the survey was 
published in the Monthly digest of Statistics. 
e. Contribution to GDP by different economic sectors, 
value ~dded, gros~ output and compensation of employees: 
17 
Data were obtained from ' the "Estimates of Gross 
Domestic Product 1966-1989". 
Moreover, it should ' be not-ed that the publication 
"Hong Kong Manufacturing Industries 1989" ,published by 
Industry Department had a wealthy compilation of the above 
data concerning Hong Kong Manufacturing industries. Most 
of the data used in this study were drawn from this 
publi~ation. These ready-made statistics were manually 
checked against the raw data provided by Census and 
statistics Department in case inconsistencies were found 
or supplement of data in missing years were required. 
Problems in data collection 
Firstly, the latest year of the data of gross output, 
value added and the compensation o£ employee of individual 
economic sectors available was 1987~ therefore, i988 
figure were ~issing. Secondly, There were 'changes in the 
reclassification ,of some output items in the industries, 
therefore, some items were classified to be output of some 
industries in certain years but re-classified to the 
output of other industries in the subsequent years. In 
case this happened~ it was stated in the £ootnote of the 
table of figtires, sometimes, regrouping data to same base 
, 




overlappings in the industries (see appendix C) as for 
example, the electronics and toy industries both include 
electronic toy, therefore, it brought some distortion to 
the figures when compared across industries but not the 
change of the respective industry over time. Fourthly, 
concerning the outward processing activities, no formal 
and reliable statistical data of the study period could be 
obtained. Hong Kong Government only started survey on the 
trade figure with China to estimate the proportion of 
trade involved in the outward processing activities in 
1989. However, these recent figures were used to derive 
the rough picture of the outward processing activities in 
the study period. 
Reliability of data 
All data used in the study were originated from Census 
& Statistics Department from which all data were 
considered to be reliable. Some of the figures were from 
the estimates of · the survey. Biases due to sampling error 
could not be avoided. However, based on the relatively 
consistent results of the survey conducted by the Census & 
Statistics department over many years, the figures could 
be considered close to reality. Concernin~ data extracted 
from the Survey of Industrial Production, figures prior to 
. 1981 had not b~ep included since the statistical method 
19 
used to infe~ industry "totals from the data provided by 
the survey sample were less reliable than those used for 
figures from 1981 onwards. 
Definition of terms 
The definitions of total export, domestic export, 
re-export, gross output, value added, compensation of 
employees, establishments, number of persons engaged, 
gross domestic product, gross additions to fixed assets 




PERFORMANCE OF MAJOR ECONOMIC SECTORS 
Contribution to Gross Domestic product 
In 1965, the manufacturing sector nearly contributed 
around 40% of GDP of Hong Kong. PriQr to 81, it was the 
single sector of which the contribution to GDP was the 
highest. From Fig~ 4.1 below, the proportion contributed 
by martufacturing sector was declined from 26.6 % in 1979 
to 20.4% in 1988. It went up to 24% in 1984, but dropped 
down again in the subsequent years. In 1981 and 82, 
Financing sector once took over manufacturing as the 
largest contributor and Manufacturing resumed its leading 
position in 83, but since 1987, it was again taken over by 
the Wholesale sector (its share of GDP was increased from 
























































































(Value in HK$ million) 
Note: The percentage denote the share of total GDP at that year 
Fig. 4.1 Contribution to GDP at factor cost by Major Economic 
Sectors, 1979-1988 
Source: "Estimates of Gross Domestic Product 1966 to 1989", 
Census and Statistics Department 
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Chart 4.1 Contribution to GDP by sectors 
Contribution to employment 
The by-census in 1976 showed that Manufacturing sector 
accounted for about 45% of Hong Kong's total industrial 
labor force. In eighties, this percentage was dropped from 
46% in 1980 to 35.53% ih 1988. The recent statistics in 
1989 revealed that its proportion further fell down to 
32.98%. Unlike other major sectors that the number of 
person engaged were all increased in the study period, the 
number of person engaged in Manufacturing sector was 
rather fluctuated. In 1985, the number of person engaged 
dropped to 8~900 because of the negative growth of 
economy. It started to rise up in 1986 & 87 when the 
export was revived but it decreased steadily from 1987 at 
a rate of 3.4% in 1988 and 4.9% in 1989. On the contrary, 
the growth rate of person engaged in the Wholesale & the 
Financing sectors were 7.7% and 10% respectively at that 
time. It ~howed that people were shifted their jobs from 
Manufacturing to other sectors. However, Manufacturing was 
still the major sector employed largest percentage of 
labor force which provided social stability to the economy 
in the study period. From the figures of 1989, Wholesale 
sector employed 75,800 accounted for 31% ~ of labor force 
which w~s close to that of Manufacturing sector. With 
further rapid growth in the entrepot trade, the Wholesale 
sector will probably take over Manufacturing sector as the 
largest contributor of labor employment in the future. 
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Wholesalt:>, 
Retail and Financing, 
:'1I1port/export insurance, 
trades, real estate 
Restaurants and business 
fear & hotels services Manufacturing 
------------ . ----------- -------------
1980 447000 127000 892000 
23.07% 6.55% 46.03% 
1985 590000 179000 849000 
27.23% 8.26% 39.18% 
1986 615000 191000 870000 
27.47% 8.53% 38.86% 
1987 648000 210000 875000 
27.97% 9.06% 37.76% 
1988 698000 231000 845000 
29.35% 9.71% 35.53% 
1989 758000 249000 803000 
31.13% 10.23% 32.98% 
Note: The percentage denote the share of total labor at that 
Fig. 4.2 Number of persons engaged by major Economic Sectors 
1980-1989 
Source: '~eports of Employment, vacancies and payroll 













Year 1980 Year 1988 
. Chart 4.2 Emplo.yment b.y. economIC sectors 
value added, gross output and compensation of employee 
Concerning the productivity of the economic sectors in 
the eighties, the Manufacturing sector employed over one 
third of labor force but contributed only one fifth of the 
GDP. it was outperformed by other major sectors, for 
example in 1988, the ratio of the percentages of 
contribution to GDP and the contribution to employment is 
0.83 for Wholesale, 12.9 for Financing and 0.57 for 
Manufacturing. Furthermore, comparing the ratio of value 
added and the gross output across economic sectors, the 
value added as percentage of gross output of Manufacturing 
sector was averaged 27% which was the lowest among other 
major sectors (57.6% for Wholesale, 75.7% for Financing) 
and the ratio tended to decline steadily from 1985 onward. 
It reflected :that Manufacturing of Hong Kong was 
relatively labor intensive and caused someunbalance in 
the economy since in many developed countries, the value 
added as percentage of gross output for the Manufacturing 
sector was higher and sometimes even greater than that of 
other service sectors. Besides, other sectors had higher 
percentages of their value added derived form non-labor 
sources. The values of compensation of employees as 
percentage of value added of the Manufacturing sector was 
the highest, 65.2% in average, while Wholesale and 
Financing sector were 46.1% and 29.7% respectively. 
Therefore, Manufacturing -sector had a less room in its 
, I, 
26 
operating surplus than the other major sectors to raise 
the wages to attract newcomers. In addition that people 
moved away from the Manufacturing sector, . aging problem 
would happen which might further hinder the development of 
the manufacturing industries. ~rom 1987, Hong Kong ' faced 
the labor shortage problem, most of the" firm could not 
raise its wages too high because it decreased the profit 
in the operating surplus and they set up facilities in 
Mainland China to make use of the cheap ' labor and land 
there to maintain their competitiveness. This was how 


















































































































































































































































































































































































Domestic export and re-export 
Before the eighties, the domestic export accounted for 
nearly 75% of total export (80.11% in 1971). In the 
eighties, the percentage of the value of domestic export 
in the total export was decreased annually~ Starting from 
1988, the value of re-export was greater than the domestic 
export. Such difference tended to be enlarged in the 
future. Since the growth rate of re-export in 89 was 25.7% 
and g~owth rate of domestic export in the same year was 
only 3.0%. The rapid growth of re-export was mainly due to 
the open door policy of China that it was hunger for 
foreign commodities once it was open to outside world. 
Also, the increased activities between China and outside 
world especially the mass investment of HK manufacturers 
in Pearl River ·Delta region boosted the re-export trade. 
By the survei of ' Census & Statistics Department, 43% of 
re-export to China related to outward processing 
activities in 1989. It showed that., unlike seventies, 
domestic export was no longer the engine of growth. On the 
other Hand, Hong Kong economy was shifted to an entrepot 
economy which provided financing and related services to 
the re-export trade. 
29 
Domestic % of total % of total Total 



































































(Value in HK$ million) 
Fig 5.1 Value of Hong Kong's Domestic Exports and values of 
Re-export, 1979-1989 
Source: Hong Kong Trade Statistics, Census & Statistics 
Department 
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Year 
.. Domestic export . ~ Re-export 
Chart 5.1 Domestic export and re-export 
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Domestic Export Market structure 
United States was still the largest export market 
throughout the 80s and 70s. its contribution percentage 
was at the peak in period of 83-86 , (44.49% in 1984), but 
it started to decline after that. Export to European 
market (m~inly West Germany and U.K.) ,was not very 
satisfact~ry.Percentage of export to West Germany dropped 
from 11~35% in 1979 to 7.42% in 1988; While U.K. dropped 
from 10.68% in 1979 to 7.13% in 1988. They were all 
overtook by China which became the second largest domestic 
export market since 1984. The export to Japan and some 
other Far East countries such as Taiwan, South Korea etc. 
were slightly: increased, export to Japan increased from 
4.75% in 1979: to 5.52% in 1988. The continue concentration 
in a few fore'ign markets showed that the HK manufacturers 
got little success in diversifying their markets in the 
past decade. The domestic export to China was remarkable. 
Its contribution increased steadily from 1.03% in 79 to 
19.3% in 1989. Also, Ch~na was the biggest import and 
re-export market of Hong Kong which contributed 34.9% of 
value of import and 39.9% of re-export in 1989. China is 
now the biggest trading partner of Hong Kong. From the 
survey in 1989 by Census & Statistics Department, 76% of 
the domestic export to China were related to the outward 
pr~cessing activities which was a quite distinct feature 
different from the other export markets. 
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Peroentage of total domesUo export 50% ........................... ~ ................................................. ......................................................................................................................... .. c ... ............. . ........... ....................... . 
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PERFORMANCE OF MANUFACTURING SECTOR 
Number of establishments 
There was little growth in the total number of 
establishments in the manufacturing sector in the study 
period, the number increased from 42282 in 1979 to 50606 
in 1988. It approximately grew 19% in 10 years. it had a 
negative growth rate in 1989 (-1.3%). A recent survey by 
Industry Department in 19891 , asked the manufacturers 
about their plan of expansion, the answer of having plan 
of expansion outside Hong Kong is nearly double that of 
expansion inside Hong Kong. For those who p~anned to 
expand outside Hong Kong, over 50% of them chose China as 
the. location of expansion. Hence, the number of 
establishments did not seem to have great growth in next 
few years. 
1 See "Hong Kong Manufacturing Industries 1989", Hong Kong 





No. of No. of Persons/ 
Year establishments persons engaged establishment 
-------------- --------------- -------------
1979 42282 870898 21 
1980 45409 892140 20 
1981 46729 904646 19 
1982 47089 856137 18 
1983 46817 865073 18 
1984 48992 904709 18 
1985 48065 848900 18 
1986 48623 869753 18 
1987 50409 875250 17 
1988 50606 844575 17 
1989 49926 802983 16 
Fig. 6.1 Number of Establishments and Persons engaged in 
Manufacturing, 1979-1989 
Source: "Reports of Employment, Vacancies and Payroll 
Statistics" 
The breakdown of number of establishments by 
employment size showed that there was an 'increase in the 
number of establishments of employment size of 1-9 and 
· 10-19. the number of establishment of size 1-9 and 10-19 
was increased from 29,747 and 6,990 in 1980 to 35,066 and 
7,219 in 1988· respectively. Contrarily, the number of 
establishment of ,other employment sizes were declined 
especially t~e employment size over 1,000 which dropped 
from 40 in 1980 to 23 in 1988. It showed that Hong Kong 
Manufacturing sector shifted towards to more proportion of 
. 
small ~ized firm. In 1988, 93.5% of firms · were of 
employment size less than 50. it further substantiated 
36 
that Hong Kong manufacturing industries comprised small 
firms and the growth of Hong Kong was not due to the scale 
of econornies2 • 
Size of 
establishment 1980 1985 1986 1987 , 1988 1989 
------------- ----
1-9 29747 32827 32987 34354 34802 34802 
.65.51% 68.30% 67.84% 68.15% 69.13% 69.71% 
,10-19 6970 6760 7010 7241 7219 7270 
15.35% 14.06% 14.42% 14.36% 14.34% 14.56% 
20-49 5119 5040 5084 5336 5032 4735 
11.27% 10.49% 10.46% 10.59% 10.00% 9.48% 
50-99 .117 99 93 104 105 88 
.26% .21% .19% .21% .21% .18% 
·100-199 2111 2016 2115 2090 1977 1919 
4.65% 4.19% 4.35% 4.15% · 3.93% 3.84% 
200-499 895 904 889 869 828 741 
1.97% 1.88% 1.83% 1.72% 1.64% 1.48% 
500-999 410 393 414 387 356 346 
.90% .82% .85% .77% .71% .69% 
1000 and over 40 26 31 28 23 26 
.09% .05% .06% .06% .05% .05% 
Total 45409 48065 48623 50409 50342 49927 
Note: the % denote , the share of total establishments at that year 
Fig. 6.2 No. of establishment by employment size 1980-89 
Source: '~eports of employment, vacancies and payroll statistics" 
Census & Statistics Department 
2 See. Chen, K. Y. Edward, "Hyper Growth in Asia Economics: A 
Comparative Study of Hong Kong, Japan, Koreas, Singapore & 
Taiwan" 
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To investi~ate the change of number of 'establishments 
inside the 6 major industries in 1980 and 1988, there was 
an increase in number of establishments in Clothing, 
Electronics, Watches & Clocks and Plastics but a decrease 
in the other two industries, Toys and Plastics. 
Especially, the number of establishments in Toy industry 
fell from 2,128 in 1980 to 1,941 in 1988. 
No. of No. of persons Av. persons/ 
establishment engaged , establishment 
Industry 1980 1988 1980 1988 1980 1988 
. --------
Clothing 9499 10412 275818 286659 29.04 27.53 
Electronics 1316 1380 93005 94684 70.67 68.61 
Watches & Clocks 1509 1729 49454 31180 32.77 18.03 
Textiles .3645 3543 88812 71967 24.37 20.31 
Plastics 4816 5572 86314 72412 17.92 13.00 
Toys 2128 1941 55644 35049 26.15 18.06 
'Others 22496 26029 243093 252624 10.81 9.71 
Total 45409 50606 892140 844575 
Fig.6.3 No. of establishments and ~ersons engaged of ma.jor industries 
1980 & 88 
Source: '~eports of employment, vacancies and payroll statistics", 
Census & Statistics Department 
Number of persons engaged 
From fig. 6.1, the number of person engaged in the 
Manufacturing sector was declined, the average number of 
pers~n engaged per establishment dropped form 21 in '79 to 
16 in '89. It "might be due to two reasons, manufacturers 
moved their plants toPRC and only kept service people in 
Hong Kong. the other reason was that the industries moved 
to the direction of less labor intensive but it was 
unlikely because from the ratio of value added to the 
gross output over the study period, there was no 
significant improvement in the value added of the domestic 
product .. 
Considering the number of person engaged in the six 
major industries in fig. 6.3, it was amazed that although 
the total number of person engaged of the manufacturing 
. sector is declined, but there was increased in the number 
of people engaged in the Clothing & Electronics industry. 
It showed that there was steady growth in ,these 
industries. The number of people engaged in Textiles & Toy 
industry were decreased. It showed that there was 
shrinkage in these · two industries. Watches & clocks and 
Plastics had a different pattern, its number of 
establishments increased, but the number of persons 
engaged was decreased. 
The average person per establishment were declined in 
all six industries~ The Watches &.Clocks was most 
outstanding that it decreased from 32.17 person per 
establishment in 1981 to 18.03 persons per establishment 
in 1988. It was due to the increased proportion of 
establishments to make the electronic watches & clocks 
38 
than the mechanical clocks & watches ( in 1988, only 2.2% 
establishments made mechanical clocks & watches) the 
former was less labor intensive. The decrease of average 
no. of person engaged per establishment in Plastics was 
probably due to the increase of the ,plant 'automation by 
employing pick-out robots & runnerless moulds to reduce 
the labor. 
Domestic export 
Clothing was the largest contributor of the value of 
domestic export of the major manufacturing industries. It 
shared about one third of the d6mestic export in past 
y~ars (34% in 1980 and 30.9% in 1988). The growth 
potential of Electronics industry was high. Its share in 
the total domestic export rose steadily from 19.7% in 1980 
to 25% in 89. Its growth performance was top of other 
industries (annual growth rate is 26.1% between 1965 and 
1989) and became the second largest export earner after 
the clothing indbstry. The remarkable growth of 
Electronics was due to the product diversifications of the 
industry in recent years. There had been a marked move 
from assembly of simple transistor radio to the production 
of wide range of consumer electronics including TV sets, 
watches and clocks, computer and related products and some 
electronic components. there were investments from China 
39 
in Hong Kong to establish factory to fabricate 
application-specif~c integrated circuit. The Watches & 
Clocks industry and Textiles industry only showed moderate 
performance in the eighties (both shares in domestic 
export lied around 7.5%). Plastics and toys showed fair 
performance in 80s, their share in the domestic export 
dropped to 4.43% and 2.94% in 1989 respectively. Plastics 
and toy.s were interrelated, nearly 40% gross output of 
Plastics was the plastic toys. Also, they were the 
tradition industry and vulnerable to the impact of the 
economic condition of the overseas market and outside 
competition. The performance of Plastics and Toys were 
good in 85-87 when there was economic boom in U.S. market. 
Due to high competition from its Far East neighbors, 
Taiwan in 1987 overtook Hong Kong to be the largest 
exporter of toys. 
The domestic export of Hong Kong was rather 
concentrated on certain industries, this situation was 
unchanged from the seventies to eighties (In 1979, 
Clothing, Electronics accounted for 59% of domestic 
export, in 1985, These industries still accounted for 
55.4% ). Thus, the d{versification of industries gained 
little successes in the past years. 
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Industry 1980 1985 1986 1987 1988 1989 
--------
clothing 23258 44912 52162 65321 67309 71874 
34.10% 34.60% 33.90% 33.50% 30.90% 32.10% 
Electronics 13417 27014 33393 42048 55561 55818 
19.67% 20.81% 21.70% 21.56% 25.51% 24.93% 
Watches & 6576 9573 11667 13856 17346 17075 
Clocks 9.64% 7.37% 7.58% 7.11% 7.96% 7.63% 
Textiles 4535 7823 10955 16005 15551 16814 
6.65% 6.03% 7.12% 8.21% 7.14% 7.51% 
Plastics 6124 10678 12716 13876 11847 9911 
8.98% 8.23% 8.26% 7.12% 5.44% 4.43% 
Toys 4726 9321 11157 . 11924 9603 6592 
6.93% . 7. 18·% 7.25% 6.12% 4.41% 2.94% 
Jewellery 77-7 . '-:2542 3268 4657 5470 5847 
1.14% 1.96% 2.12% 2.39% 2.51% 2.61% 
Metal products 2037 2936 3474 4510 5659 5317 
2.99% 2.26% 2.26% 2.31% 2.-60% - . 2.37% 
(value in Hk$ million) 
Note: The % denote the share of total domestic export at that 
Fig. 6.4 Value of domestic ex~orts of major manufacturing 
industries, 1980-89 
Sourc-e: "Hong Kong Manufacturing i!ldustries" pg 29, Industry 
Department 
Percentage of total domestic export 








a? aa as 
C.:,::.I Watches &c t.'1oc.ks 
[::J Toys 
Cllal't. 6.4 DOfIlestic export by industries 
year 
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Value added, gross output 
The ratio of value added to gross output of each 
of the six major industries were compared with that of all 
industries in the manufacturing sector. Clothing and Toy 
industry got slightly higher ratio value than all 
industries. It was due to the self-design work in these 
indus'tries which gave higher value added to the products. 
On the contrary, most of the electronics factories were 
OEM type and its value added was not high and therefore 
showed a below average performance. 
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On the other hand, the ratio of value added to 
gros~ output was used to examine the trend of the 
productivity of the major industries, no obvious 
improvements were found except Textiles and Electronics. 
Textiles was the traditional industry and rooted in Hong 
Kong for so many years. It was rather mature that it must 
improve its technology and produce more high quality 
products in order to survive, therefore, Textile showed a 
steady growth in the ratio (from 20.58 in 1980 to 28.65 in 
1987). Electronics showed similar growth in ratio but not 
so significant, it was because Electronics was a new 
industry under development and its structure was always 
changed even in the outside world as well as the product 
cycle of electronic products was short so that the 
manufacturers should always renew the product & technology . 
43 
in order to get growth. In the other industries, this 
ratio was dropped which showed that the technology content 
in these industries did not change so much, It seemed that 
Hong Kong still used its competitive advantage of cheap 
labor instead of produced high quality and high-en 
products to get higher added value. 
36% ...................................................................................................................................................................................................... _ ............................................... . 
34% 
32% 
30% ............................................... .............. .............. ............................................ ...... ......... ...... . 
Plastics 
28% ..................................................................................... ............... ................................................... : ... ....................... ............................................................... . 
26% ................................................... ....... ................................................................ ................................................................................. ........... .. ........... . 
24%~----~----~~----~----~------~----~----~ 
81 82 83 84 85 86 87 88 
Year 
Chart 6.1 Value added as % gross output of industries 
, , 
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I ~ . Clothing 
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Watches & Clocks 
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Chart 6.2 value added as % o~ gross output of industries 
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The breakdown of production cost showed that there was 
no significant changes in the proportion of labour cost in 
the overall production cost in the study period. Labor 
cost was around 20.1% of the total cost in average. It 
implied that the degree of automation was nearly the same 
in thes~ years and there was no obvious sign of continuous 
shift of labor intensive and simple product to more 
capital "·intensiveand sophisticate product. However, 
started" from 1985, there was still "a moderate drop in the 
labor cost proportion from 20.48% in 1985 to 17% in 1988. 
It might be probably due to the HK manufacturers moved 
their labor intensive portion of product to be done in 
Mainland China and the rest was done locally in order to 
increase the " labor productivity. It was expected there was 
a great drop in the labor cost proportion, but the figures 
only showed moderate drop. The reason might be that the 
rise in the labor wages in Hong Kong in these few years 
offset the gain of labor productivity by moving offshore. 
Moreover, it was ' believed that some Hong Kong firms 
manufactured 'and shipped the products directly from China 
or re-export 'through Hong Kong, and this kind of sa~ing in 
production cost was not reflected adequately in the Survey 
since the survey only covered the cost structure of 
factories in Hong Kong and only when production took place 
in both PRC and Hong Kong could the saving effects be 
46 
reflected in the survey. The breakdown of the labor cost 
in separate industries showed ·that most of the industries 
took the advantages of outward processing in China and got 
decrease in the labor cost content except Textiles. The 
reason might be that the Textiles industry was rather 
mature in Hong Kong~ It had a development history of over 
30 years in the colony. Under the strict quota restriction 
and protectionism from overseas, the competitive advantage 
of · Textiles was no longer of its cheap labor. Actually, 
the Textiles industries underwent some technology 
improvements these years and produced more high value 
added products to increase its competitiveness as its 
value added and gross output ratio had a growth. Thus, 
instead of completely migrate to Mainland to produce cheap 
and low-en products, it tended to re-invest for more new 
advanced machines to make quality products to get the 
competitive edge. The gross additions to fixed asset in 
Textiles was rather constant, it lied around 1,400 million 
HK dollar in 1986 & 87 and slightly dropped to 1,200 
million in 1988. Moreover, the offshore processing was 
limited by the q~ota system and certificate of origin that 
60% value added of the product must be operated in Hong 
Kong. The above average proportion of 18% labor content 
showed that this industry was under high pressure of labor 
shortage problem and had to raise the wage in recent 
years. 
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Industry 1981 1983 1985 1986 1987 1988 
Clothing 22.50% 21.00% 25.30% 23.80% 21.90% 22.10% 
Electronics 15.00% 10.80% 13.60% 11.60% 10.40% 9.80% 
Watches & Clocks 11.90% 9.80% 12.00% 9.60% 9.40% 9.16% 
Textiles 14.80% 13.00% 17.80% 17.40% 18.00% 17.60% 
Plastics 23.10% 19.70% 21.20% 20.10% 18.10% 17.10% 
Toys 26.90% 22.50% 22.40% 20.40% 17.50% 17.40% 
All industries 17.35% 17.28% 20.48% 19.27% 17.89% 16.96% 
Fig 6.6. Labor cost as percentage of total production cost in major 
industries 1981-88 
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. Source: "Survey of Industria,l Production 1981-88", Census & Statistics 
Department 
Industry 1985 1986 1987 1988 
--------
Clothing 1000 1414 1756 2174 
Electronics 899 1383 2248 2910 
Watches & Clocks 117 169 387 392 
Textiles 511 1476 1479 1177 
Plastics 706 1406 813 1621 
Toys 378 602 120 751 
All industries 5357 9038 10184 13523 
(Values in HK$ million) 
Fig.6.7 Gross additions to fixed assets 1985-1988 
Source: "Survey of Industrial Production 1981-88" 
Census & Statistics Department 
CHAPTER VII 
CHINA FACTOR 
The emerging role of China in HK economy 
Since 1979, after China adopted the Open Door Policy, 
the tie between Hong Kong & China was closer &and closer. 
China was now the biggest trading partner of Hong Kong. It 
was the second largest export market and was the largest 
import and re-export market. Numerous Chinese enterprises 
were established in Hong Kong and the investment from 
Mainland was estimated to totil US$6 million by 1985 (The 
Economist, 11th May 1985, p.20). In 1984, Bank of China 
and China Resource Company acquired Conic, the largest 
Hong Kong Electronic firm . Chinese capital had also 
established three relatively advanced electronic firms in 
Hong Kong producing integrated circuits. The development 
of SEZ and Pearl River Delta as the low cost supply of 
land & labor enhanced its interconnection with Hong Kong 
manufacturing industries. A statistics showed that 60% of 
investment in China since the open-door policy, was from 
Hong Kong. In GuangDong, the foreign investment was 10.4 
billion by the end of 1990. 75% was come form Hong Kong 
and Hong Kong manufacturers employed nearly two million 
labors in Pearl River Delta area for the outward 
processing activities. It was twice the number they 
49 
employed in Hong Kong and their production acc6unted for 
nearly 30% gross output of HK industries (Speech by Zhou 
Nan, New China News Agency, in HKMA annual meeting, 22nd 
Cct, 1990). As 1997 is drawing near, the involvement of 
China in HK e~onomy will be increased such as the recent 
issue on the new airport project. Therefore, more closer 
integration of Hong Kong and China economy can be expected 
in ' the future~ 
Outward Processing activities 
It was known that the Outward Processing Activities 
was d~veloped very rapidly in the study period. 
Unfortunately, no statistics were kept by both Hong Kong 
Statistics & Census Department and the China Government. 
It was believed that such volume of business was huge. 
Many researcher used indirect data to estimate the 
transactions such as in the Hang Seng Monthly (April, 
1987). it used the export values of the major industrial 
raw materials to ' China in 1986 that its value is 
equivalent to 10% of Hong Kong's total consumption of raw 
materials & services for 1985 to infer around 10% of 
Industrial ' production was transferred to China. Until 
1989, Census & Statistics Department started to take 
survey to estimate the outward processing trade. About 
58.1% of import, 53% of total export to China was 
50 
connected with outward processing trade. This percentage 
was increased to 61.3% and 57.3 % respectively in the 
first half year of 1990 and the traded commodities 
reflected that all six major industries were involved in 
the outward processing activities. Thus, :' furth~r growth of 
these activities could be expected in the subsequent 
years. A survey in 1985 mentioned in Sit (1989) revealed 
that in terms of the proportion of factories that had 
outward processing activities, Clothing leaded other 
industries followed by Plastics, Textiles and Electronics, 
but for the propensity to set up out-processing facilities 
in Chin~, the leading industries were Plastics, 
Electronics and precision equipment (clocks and Watches). 
Fig 7.1 Estimated values and proportions of outward processing trade 
for imports from and exports to China 
Source: "Survey on imports from and exports to China for Outward 




Challenges ahead H.K. manufacturers 
Although Hong Kong in the past ten years could 
still maintain a steady growth, its impetus was not so 
great as in the seventies. The flexibility and the 
resilience of Hong Kong's economy was ~nder challenge. 
From the study, the manufacturing sector faced the 
following pressures coming both from the internal and the 
external environment which would force manufacturers to 
make certain changes in order to sustain the future 
growth: 
a. The contribution of GDP by the Manufacturing 
sector was declined. 
b. The ,value of re-export exceeded domestic output 
in 1988. Hence, ,the domestic export was no longer the 
engine of growth. 
c. The people employed in manufacturing was 
decreased. The narrow profit margin as shown by the 
compensation as percentage of value added prevented both 
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new investors or new young energetic people entering the 
industries. If this situation persisted, aging problem 
would happen. 
d. The value added as percentage of the gross 
output of the manufacturing sector were the lowest 
compared with other major economic sectors and continued 
to decline in late eighties. The manufacturing industries 
were still labor-intensive in nature . . 
e. Maj6rity of firm in the industry were of small 
size. Such firms could hardly make large investment which 
was essential for technology advancement . . 
f. Mos~ of industry did not have much improvements 
in the valu~ added of the product. Electronics industry 
which had high growth potential in terms of domestic 
export value, had its value added as percentage of gross 
output lower than that of all industries. 
g. Domest~c export value showed that Clothing, 
Watches & Clocks and Textiles would have little growth in 
future. Plastics & Toys would decline and might be taken 
over by Jewellery & Metal products industry, 
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h. U.S.A and China are the two major "export markets 
in 80s. In the future, protectionism will be intensified 
with the emerging of trade bloc between U.S.A and Canada 
as well ~s the unification of the European " markets. Also, 
China will take a rather austerity measure in its economic 
planning. The continuous export growth in these markets 
will not be sustained if HK do not mak~ corresponding 
changes; in its export strategies 
i. Outward processing activities to Mainland China 
grew tremendously in 80s. Mainland China acted as the low 
cost center of Hong Kong manufacturers and its 
externalities benefit other sectors to have growth. 
However, offshore processing in China gave Hong Kong the 
competitive advantage of low cost but not high technology 
over other Far East NIEs. Also, the restriction of quota 
requirement & certificate of origin limit the involvement 
of Clothing & Textiles industries in these activities. 
j. Additionally, Hong Kong in recent years took the 
advantage of a weak currency because of its pegged link 
with U.S. dollar. It kept the dollar value of its Far East 
neighbour hi~h and decreased their competitiveness. If the 
US dollar strengthened in coming years, Hong Kong again 
will face severe competition from other low cost East Asia 
countries. 
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Refer to the developi~g model suggested in the very 
beginning, Hong Kong was in the first phase of export 
oriented strategy (EOl) in the early sixties, and try to 
transform to phase two (E02) when entering 70s. From this 
study, Hong Kong's transform to phase 2 was of little 
success e,: ,There was no significant changes ' in the 
technology content of the industries, th~ domestic export 
market was still concentrated on few countries and the 
major industries were Clothing and Electronics. One 
feature which made it quite distinct from the seventies is 
the China factor, China became the biggest trading partner 
in terms of export, re-export and import. Also, in the 
eighties, Hong Kong manufacturers move their production 
facilities to Mainland to set up low cost center to 
maintain their competitiveness. In other words, they were 
going back to EOl. Moving in this direction had a 
disadvantage that some industries showed a decline in the 
ratio of value added to gross output which was caused by 
the reluctance of the manufacturers to make technology 
advancement. In the long run, to concentrate too much on 
outward processing and domestic export to China was 
detrimental to Hong Kong industry. It was warned by victor 
Mok (1985) that Hong Kong could do equally well in China 
market if it could orient its manufactured exports to. 
Western market where it was forced to upgrade its quality 
and competitive edge because of higher demand of the 
Western marke~, but not the reverse. 
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Restructuring; which way? 
There were arguments in the ways of restructuring of 
the Hong Kong industries, some people said that the growth 
of service sector, as seen by its g~owing contribution to 
GDP could substitute the manufacturing sector and sustain 
the future growth. the other argument asserted that Hong 
Kong should try all its effort to improve the 
competitiveness of its industries in order to revive its 
contribution to the economy as it was in the old days such 
as introducing high technology industry and more 
government intervention etc. However, " both arguments had 
thedr.wbacks, the growth of the service sector was 
somewhat benefited from the growth of the outward 
processing activities in Mainland China (Nearly 60% of 
domestic export and re-export to China in 1989 were for 
the outward p~ocessing activities). If the advantage of 
cheap labor and land was faded in the future, the service 
sector would suffer seriously. Also, China's revival of 
diplomatic relations with other Far East countries as well 
as the development of coast countries would erode the role 
of Hong Kong as the gateway to China. On the other hand. 
Some of the industry was actually lost its competitiveness 
with other low cost countries and they should be phased 
out by the free market mechanism, it was not meaningful to 
tr-y to maintain and put every effort into such kind of 
industries. Fora balanced economy, it was unwise to 
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c9ncentrate on the development of one economic sector 
only, Hong Kong should adopt a new role quite different 
from what it was before. From the study, Hong Kong 
manufacturers tended to move its low skill and labor 
intensive content to Mainland and upgrade their product 
and facilities locally if they found it was necessary. It 
could be foreseen that Hong Kong might perform marketing, 
design, financing, high level manpower management and 
other roles of an international financial & trade center 
which will facilitate manufacturing in China. The last but 
not the least, how to restructuring the industry was a 
l6ng term investment and could not be succeeded without 
the involvement of all the concerned parties such as 
government, professionals, entrepreneur etc. Based on the 
realty that Hong Kong must be back to China in 1997. Such 
long term strategy should be supported by both present and 
future government. Thus, a good relationship and 
co-ordination of Hong Kong and China government was vital 
to the restructuring of industries as well as to maintain 
a stable environment for the economic development. 
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APPENDIX A 
From the publication" Hong Kong Manufacturing 
industries 1989" by Hong Kong Government Industry 
Department, the manufacturing sector is classified into 
following industries: 
58 
1. Clothing - It can be further divided into cut and 
sewn and the knitting sector. Major output items are outer 
garments, knit outerwear, leather and fur clothing, 
infants' wear, gloves and headgear. The industrial codes 
(ISIC) covered are 320 & 322 except 3223, plus 3274 & 3275 
per industrial classification by Census & Statistics 
Departmen~. 
2. Electronics - It covers a wide range of electronic 
products ranging from discrete components to finished 
consumer products. Major output items are electronic watch 
and clocks, radios, television receivers and communication 
equipments, computing machinery and equipment, electronic 
toys, electronic industrial apparatus, sound producing and 
recording equipment and apparatus, office machinery, 
electronic watch/clock movements, electronic parts and 
components. The industrial codes (ISle) covered are 3825, 
3831, 3832, 3834, 3835, 3838, 3839, 3841, 3844 and 3854 
per ~ndustrial classification by Census & Statistics 
Department. 
3. Watches and clocks - Major items produced are 
complete mechanical & electronic watches and clocks, 
mechanical & electronic watch & clock movements, metal 
cases, dial & parts for watches and clocks, metal wrist 
watch bands. The industrial codes (ISIe) covered are 3853, 
3854 and 3817 per industrial classification by Census & 
Statistics Department. 
4. Textiles - It can be further divided into 
spinning, weaving, knitting, made-up textile goods and 
finishing process sectors. The industrial codes (ISle) 
covered are 325 - 329 except 3274 and 3275 per industrial 
classification by Census & Statistics Department. 
5. Plastics - It produces a wide range of plastic 
product from simple article to product encompass other 
major , industries such as electronic product, watches and 
clocks, major items are plastic toys, plastic flowers. The 
industrial code (ISIC) covered is 326 per industrial 
classification by Census & Statistics Department. 
6. Toys - It includes plastic toys, metal toys, 
stuffed toys, electronic toys and wooden toys. The 
industrial codes (ISlC) covered are 3316, 3553, 3562, 
3801, 3831 and 3900 per industrial classification by 
Census & Statistics Department. 
7. Jewellery - It can be - divided into two sectors: 
jewellery made of precious metals and stones, and 
imitation jewellery. 
8. Metal products - It is primarily engaged in 
linkage processes such as metal cutting and metal forming 
to supply metal parts and semi manufactures to other 
industries. Major outputs are metal domestic utensils, 
cutlery, metal containers for storage and transport, 
tools, nails, screws, nuts and bolts, locks, padlocks and 
keys, key chains and parts, clasps, hook, eyes and rivets. 
. . -
9. Household electrical appliance 
10. Photographic goods 
11. Optical goods 
12. Printing 
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13. Industrial machinery - It includes the production 
of plastic machinery, metal processing machinery, printing 
presses, textile knitting and warping machines and 
electro-plating equipments. 
14. Food and beverage 
15. Other small industries - It includes basic metal 
industry, chemical industry, footwear industry, furniture, 
handbags and travel goods, leather and leather product, 
packaging products, professional and scientific, measuring 
and controlling equipment industry. 
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Appendix B 
Overlapping coverage of the selected manufacturing 








Industry B between industries A & B 
Toys Electronic toys 
Watches & Clocks Electronic watches & 
clocks 
Toys Pla~tic toys 
Appendix C 
Definition of terms 
1. , Total export - It comprises domestic export & re-export 
of imported goods. An export from Hong Kong is the natural 
produce of Hong Kong or the product of a manufacturing 
process in Hong Kong which has changed permanently the 
shape, nature, form or utility of the basic materials used 
in manufacture. 
2. Domestic export - Exports of goods domestically 
manufactured . Only export of goods bearing Hong Kong 
certificate of origin were counted. 
3. Re-export - It is a product which has previously been 
imported into Hong Kong and which is re-exported without 
having undergone in Hong Kong a manufacturing process 
which has changed ~ermanently the· shape, nature, form or 
utility of the product. 
4. Gross output - It was the total of sales, work done and 
changes in stocks of work in progress and finished 
products. It equals to sales of goods, industrial work and 
industrial services plus rental income plus income from 
other sources plus stocks of work-in-progress, finished 
products and goods from resale at end of year less stock 
of work-in-progress for resale at beginning of year less 
purchases of goods for resale in same condition. 
5. Compensation of employees - It includes wages and 
salaries, payment in kind and employer's expenditure on 
social security. 
value added = compensation of employees + operating 
surplus 
Operating surplus basically refer to profits of the 
productive units subject to detailed definitional 
adjustments. 
6. Value added ~ Value added (or net output) of a 
productive unit is equal to the gross output of the unit 
(net of stock appreciation for work-in-progress, finished 
products and goods for resale) less the consumption of 
materials, supplies and industrial works/services (net of 
stock appreciation for materials/supplies) less rent and 
rates for land and buildings less rentals for hiring 
machinery and equipment less other operating expenses. 
7. Establishments - It refers to a manufacturing unit 
which engages under a single ownership or control in 




8. Number of persons engaged - It counted all people who 
are attached to the manufacture unit, including all full 
and part time operative and non-operative employees, 
working proprietors and active business partners and even 
unpaid family workers. 
9. Gross domestic product - It is an aggregate measure of 
the total value of net output produced within the domestic 
boundary or a territory in a specified period, say a 
calendar year, before provision for the consumption of 
fixed capital. GDP can be valued either at market prices 
or at factor cost. At market prices it is valued at market 
or imputed prices and is thus inclusive of customs and 
excise duties and other indirect taxes less government 
subsidies. At factor cost it is valued at the cost of the 
various factors of production. Hence they differ by the 
amount of indirect taxes net of subsidies. Estimates of 
GDP may be expressed at current prices or at constant 
prices. - In -a series of constant price estimates, the 
effects of price changes are eliminated and the series 
reflects the changes in the volume of goods and services 
produced from year to year. the base year of the constant 
price series presented in this booklet is 1980. 
10. Gross additions to fixed asset - It equals to 
acquisitions of fixed assets less disposals of fixed 
assets. The fixed assets include (i) Land and building, 
(ii} Plant and machinery and (iii) Other fixed assets. 
11. Outward processing -
(i) Export to china for outward processing refer to 
exporting of raw materials and semi-manufactures (include 
near-finished goods) from or through Hong Kong to China 
for processing (including partial assembly, packaging 
etc.) with a contractual arrangement for subsequently 
re-importing the ~rocessed goods into Hong Kong. 
(ii) Import from China related to outward processing 
refer to the importing of goods from China of which all or 
part of the raw materials or semi-manufactures (including 
near finished goods) are under contractual arrangement 
exported from or through Hong Kong to China for processing 
(including partial assembly packaging eic.) 
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